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NEPAL KEY ECONOMIC INDICATORS 


All values in US$ million and for end of Exchange Rate: 
period unless otherwise stated. US$1.00 = NRs. 12.00 


NEPAL FISCAL YEAR Percentage 


Mid-July to mid-July FY1975/76 FY1976/77 FY1977/78 Change 


INCOME & PRODUCTION 

GDP at current prices (est.) 1,449 1,445 1,607e 
GDP at constant FY1975 prices (est.) 1,442 1,488 1,491e 
Per Capita GDP, constant prices 11 113 llle 
Agricultural Production (000 MT) 

Foodgrains 3,907 3,704 3,576 
Cash Crops 666 692 740 
Government Budget 159.l4 19), .2 237.6 
Regular 56.2 69.3 76.6 
Development 103.2 12.9 161.0 


MONEY & PRICES 
Money Supply 121.0 15h oy 171.6 
Interest rates 
Central Bank (treasury bills) 4.0 4.0 4.0 
Commercial banks (prime) 15.0 11.0 11.0 
Commercial banks (average ) 18.0 14.0 14.0 
Retail Price Index (1972/73 = 100) 137.0 140.7 156. 


BALANCE OF PAYMENTS & TRADE 
Gold and convertible currency reserves+ 127.8 163.9 16); .9% 
Indian currency reserves+ 28.1 22.6 22 .6% 
External public debt outstanding 39.8 53.9 67.7% 
Balance of Payments (basic balance) 33 lj 0.63 
Balance of trade - 70.2 120.8 
Exports, FOB 97 1 85.0 
Overseas Exports, FOB 22 3 4h 7 
U.. Share 5 502 5 3e 
Imports, CIF 167.3 205.8 
Overseas Imports, CIF ; 55 ly 7567 
U.S. Share 45 10.5e 


Overseas Tourist Arrivals 80,822 90,799 110, 089e 


Main imports from U.S. (FY 1976/77): Medicines $2.1, Aircraft parts $0.86, Tele- 
communication equipment $0.35, Food $0.22. 


Embassy estimates 

As of mid-April 1978 (percentage change over previous 12 months) 
As of mid-May 1978 (percentage change over previous 12 months) 
Official plus commercial bank holdings. 


Sources: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center plus Embassy estimates. 





SUMMARY 


For Nepal, with its overwhelming dependence on traditional, subsis- 
tence level agriculture, its relative lack of natural resources and 
its often overwhelming geographic disadvantages, having a good year 
economically is difficult at best. The 1977/78 economic performance 
hardly deserves that label and even in the Nepalese context must be 
termed disappointing. 


A decrease in food grain production served to wipe out the effects of 
growth in some other sectors and resulted in stagnation of the overall 
economy. With population continuing to rise at an annual rate of 2.5%, 
this meant a decrease in real per capita income. The Government, backed 
by substantial foreign aid, continues to try to reverse this situation 
through its development efforts. The current focus is to back up some 
progress already made on infrastructure improvements with new programs 
that will impact more directly on the rural poor. On the monetary side, 
the Government's revaluation/devaluation of the rupee promises to facil- 
itate overseas trade while hopefully diminishing Indian imports. Also 
intending to bring a greater degree of balance to Nepal's trade pattern 
are changes made in the foreign exchange control system. Tourism re- 
mains a bright spot with revenues increasing by 25%. On the negative 
side, the price stability which prevailed the previous two years dis- 
appeared with an inflation rate of 11.2%. Finally, Nepal's external 
financial condition has taken a sharp downturn. Growth in the trade 
imbalance has sharply reduced the balance of payments from the solid 
surpluses of the previous two years and has resulted in a small de- 
cline in foreign exchange reserves. 


The role of foreign aid donors in Nepal's development effort continues 
to grow, with multilateral aid now passing that of bilateral donors in 
total commitments. The World Bank in particular, but also the Asian 
Development Bank, have greatly accelerated their involvement in the 
country. 


The best opportunities for U.S. business in Nepal are specifically 
related to major projects financed by this increasing multilateral 
aid. The possibilities include consultancy work, construction con- 
tracts and equipment sales. Investment opportunities exist primarily 
in tourism with lesser possibilities also in mining and agri-business, 
The Government of Nepal warmly encourages foreign investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Nepal's gross domestic product registered virtually zero growth in 
real terms in 1977/78. Reflecting its dependence on agriculture 
(accounting for two-thirds of GDP and employing 90% of the work 
force), Nepal found itself once again hostage to proper weather 
conditions in order to produce overall growth. And when the 
weather proved less than ideal for the second year in a row, the 
result was a 3.46 percent drop in food grain production, a negative 
factor which could not be offset by upswings in other areas of the 
economy. To make matters worse, the country's population growth 
rate remains at 2.5% with a resulting decline in real per capita 
income for the 13.4 million people of Nepal. 


Among the food grains, rice remains the key--some 64 percent of the 
total production--and for the second year in a row output was down, 
this time by 4.4%. Moreover, the 77/78 levels were the worst in 
five years, a distinction shared by millet and maize production as 
well. Only wheat and barley showed gains over the previous year, 
and only the former has a record of sustained growth. Among the 
cash crops (chiefly jute, sugarcane, oilseeds and potatoes) the 
record was quite the reverse, with all reflecting production gains. 
Jute--the country's second most important export after rice--led 
the way with a 24% increase. Unfortunately, however, the limited 
role of these crops in the economy diminishes the impact of these 
gains. Overall, the year's agricultural performance continued to 
demonstrate the importance of expanding irrigation to reduce the 
impact of weather, and of improving the quality of seeds and the 
utilization of fertilizer to increase yields. Until such steps 

are taken, agricultural production will remain uncertain at best, 
in the short term impacting on export performance and in the longer 
run raising real questions as how the mushrooming population will 
be fed. 


Results in the small industrial sector (approximately 11% of GDP) 
were mixed. The production of jute goods--as noted, a key export 
item--was up again as was that of of sugar, the latter by more than 
50%. Tea and tanned leather were also up, but cement, cotton 

cloth and cigarette production were down. Moreover, even in 

fields where production is up, Government policies are not always 
conducive to further industrial growth. High, government-regulated 
cane prices, for example, result in higher sugar production costs 
and have resulted in marketing problems in the face of cheaper 





sugar smuggled in from India. Set against this is the increased 
attention being given to the industrial sector by foreign donors 
--primarily India and China, with projects promised in cement, sugar, 
pulp/paper and ceramic tiles. Clearly it will be a time, however, 
before these projects are completed and can impact on the economy. 


While infrastructure is receiving reduced attention in the development 
process, there continues to be progress in this area. Some 300 
kilometers of road (50 of it paved) were added to the network during 
the year, three new small airfields were completed, and Royal Nepal 
Airlines Corporation at long last added the second jet to its fleet. 
Charter flights have already commenced to Hong Kong and an agreement 
has been signed with China providing for a route to Shanghai and hope- 
fully on to Japan, On the negative side, the power shortage in 
Kathmandu Valley continues to increase due to growing demand. ‘Two 
hydroelectric projects are under way which will meet this need, but 
the first--the ADB financed Kulekhani power complex--is not due on 
stream until 1981-82. 


Development Activities 


The Government of Nepal, with ever increasing assistance from a variety 
of aid donors, continues to devote the major portion of its resources 

to developmental activities. Seventy-one percent ($221 million) of 

the estimated budget expenditures for 1978/79 are earmarked for develop- 
ment. While the most notable achievements to date have been in the area 
of infrastructure--roads, power, communications and airfields--as noted, 
these are now being deemphasized in favor of sectors such as health, 
education, and agriculture which will impact more directly on the lot 
of the rural poor. The problem and challenges, however, are immense-- 

a largely subsistence level economy, a scarcity of exploitable re- 
sources, major communication problems imposed by the mountain topography, 
and deep-rooted social and historic barriers to modern development 
techniques all combine to frustrate self-sustaining economic growth. 


An effort is being made, however, to surmount these obstacles. On the 
one hand, there is a major emphasis on rural development, particularly 
in the middle hills were two-thirds of the population lives. The Gov- 
ernment is trying not only to bring basic services to these areas, but 
to increase agricultural production to meet the food needs of the grow- 
ing population. Provided the natural rate of population increase can 
be sharply reduced, integrated area development programs could reduce 
the pressures on the land which have led to serious erosion problems. 





Concurrent with this effort, there are a number of larger irrigation 
projects in various stages of planning and implementation, particularly 
in the southern plains, which should substantially increase agricultural 
production, providing in the short run greater surpluses for export and 
in the longer term food for the rapidly growing population. Nepal is 
now also seriously examining how best to tap its vast hydroelectric 
potential not only for internal use, but even more important, for the 
export of power to India. The scope of this effort is reflected in 

the $1.5 billion, 3,600MW Karnali project now in the planning stage, 
with a target date for completion of 1992. 


Monetary and Price Developments 


Nepal has made some major changes in its monetary policies during 
the past year. On March 23 the Nepalese rupee was devalued by 4.30 
percent against the Indian rupee and revalued 3.75 percent against 
the dollar, the two currencies against which it is fixed. (At the 
buying rate, one dollar now equals 11.90 Nepalese rupees.) The major 
purpose was to reduce the growing spread in the cross rate between 
the two foreign currencies, but the means selected for doing so also 
had clear implications for trade, making Indian goods more expensive 
and facilitating Nepalese exports to hard currency markets. Ina 
related move, on March 30, the Government abolished its so-called 
"bonus scheme" for controlling foreign exchange allocations for 
imports and established in its stead a two-tier exchange system, 
under which exports to hard currency markets and most imports are 

to be transacted at a rate of Rs. 16 to one dollar, with licenses 
freely available at this rate. The new system greatly simplifies 
exchange procedures and should further facilitate non-Indian trade. 


On the price front, 1977/78 has seen a relatively sharp rise in the 
rate of inflation (11.2%) in the monetized areas of the country-- 
primarily the Kathmandu Valley and the Terai region along the Indian 
border. This compares unfavorably with the relative price stability 
of the previous two years. There are a variety of factors involved 
in the increase, but one--as evidenced by the particularly sharp 
climb over the last three months of the fiscal year--is the new 
monetary policies which have contributed to the rise in price of 
Indian goods which dominate the market. When the market adjusts 

to these new conditions, there should be some reduction in the 
existing inflationary pressures. 





Tourism 


Tourism continues to be the one bright sector of the economy. It is 
estimated that visitors from overseas (non-Indian) increased by some 
21 percent in 1977/78 as compared to the previous year. Equally 
important, the trend towards high-budget tourists also continues, 
with tourism receipts up by 25 percent to $25 million. Further 
boosted by the possibility of opening up Nepal as another gateway 

to China--this one over the spectacular Himalayan route--there is 
every indication that tourism will continue to grow. The problem, 
in fact, is for Nepal to keep up with the expansion and to broaden 
the opportunities for the visitor to see more of the country than 
Kathmandu Valley. 


Trade and Balance of Payments 


In recent years one has been able to point to the positive per- 
formance on the external side of the Nepalese economy--trade and 
payments--as a welcome contrast to the internal difficulties. But 
one could also easily predict that this situation could not last, 
and in 1977/78 the inevitable occurred . The country's trade 
imbalance, which has remained relatively constant over the past 

two years, moved sharply upwards (from $70.2 million to $120.8). 

At the same time, while factors such as tourism receipts and foreign 
grants have gone up, there has nevertheless been a slight decline 
overall in net services and transfers. It is expected that final 
figures will show the resulting current account deficit being offset 
by the capital account (primarily foreign loans) to produce a small 
overall surplus in the balance of payments. However, estimates are 
that foreign exchange reserves will decrease slightly in year end 
figures, again in sharp contrast to the growth of the previous two 
years. 


Nepal's trade, and consequently its balance of payments situation, 
continues to be dominated in both direction by dealings with India 
(47.4% of Nepal's exports and 63.2% of its imports). Thus the 
decline over the past year in Nepalese exports to India by $24.7 
million more than offset the growth of $12.6 million in sales to 
overseas (non-Indian) market. Reduced rice sales to India--reflect- 
ing not only the poor crop in Nepal but also bumper harvests south 
of the border--account alone for $20 million of that decrease. And 
even if local rice production improves in 78/79 (as is predicted as 
the result of good rains this year), there will remain real problems 
in finding alternatives to the Indian market. The growing trade 
imbalance with India is also reflected on the import side which 

has witnessed a 16% increase in the value of Indian goods entering 





the country. The net result is a trade imbalance with India that 

has lept from $47 million to $89.8 million. As a result of a sharp 
increase in the last three months of the year--clearly in part the 
result of the easier availability of foreign exchange under the two- 
tier exchange system--overseas imports have increased even more 
sharply (36.6%). As result the negative trade balance on this side 

of the ledger has also gone up from $23.3 to $31.0 million. (The 
United States has grabbed a share of this increase with a $5.4 million 
one-time sale of a second hand Boeing 727 jet airliner to RNAC.) 


There are some bright--or potentially so--spots on the trade front. 
India and Nepal have concluded new Trade and Transit treaties, set- 
ting the conditions of these two aspects of the relationship for the 
next five and seven years respectively. The new agreements offer 
some advantages to Nepal--including access to ports in Bangladesh-- 
which should be reflected to some extent in future trade figures. 
As noted, the new monetary measures should facilitate increased 
overseas trade, thus in time reducing to some extent the Indian 
dominance. Similarly, regarding the desire for greater balance 
within the Indian trade, in addition to anticipated increased 
Nepalese exports as the result of improved access for indigenous 
goods provided under the Trade treaty, New Delhi has also offered 
help in establishing industrial plants in Nepal which will be able 
to cater to the needs of the Indian market. 


Unfortunately, none of these positive steps are likely to make a 
significant dent in what is a very negative trade picture. The 
future for Nepal's most important export, rice, is uncertain, with 
greater consumption at home and the need for new markets abroad. 
Other exports pale in comparison. Jute and jute goods, timber and 
various agriculture products do bring solid returns, but are unlikely 
to grow significantly. Exports of nandicrafts continue to increase, 
but are still very small in absolute terms (just over $4 million). 
Meanwhile, imports must continue to rise if Nepal's development 
efforts are to have any chance of success. The rising costs and 
volume of these necessities seem destined to outstrip anticipated 
gains in invisibles--e.g. from tourism and Gurkha remittances. 

Only when the major power projects come on stream fifteen and more 
years hence, does there seem to be any prospect for reversing this 
negative trend. 





Foreign Aid 


As a "least developed" country, lacking in natural resources and 
with a limited capacity for internal resource mobilization given the 
subsistence nature of much of the economy, Nepal has long been 
heavily dependent on foreign assistance. There has been steady 
growth in the utilization of domestic resources, reducing for a 
time this dependence on outside assistance, but the growing scope 
of the development efforts--well justified by the immensity of the 
task-~has reversed that trend. In the last several years, foreign 
aid (grants and concessional loans) has been the dominant factor 
in the development budget, accounting for 58% of the projected 
outlays in 1978/99. Fortunately the availability of such assist- 
ance has matched the demand. Bilateral assistance has dominated, 
and increased 53% in 1977/78. But the jump in multilateral par- 
ticipation (the World Bank, Asian Development Bank and UN agencies) 
was even more startling--a 112% increase--and appears likely to be 
the source of more than fifty percent of the aid to Nepal in the 
current fiscal year. Impressive as these figures are, even more 
so is the absolute jump in finalized obligations~--from $46 million 
in 1976/77 to $80 million last year. While the projection for 1978/79 
of $127 million seems overly optimistic, even achieving half that 
goal would maintain a most impressive record of growth. 


An interesting feature in the assistance picture during the year 

was the lack of follow-up on the part of the oil-rich Arab states 

to the interest in Nepal which they showed the last several years. 

Loans from Kuwait, Saudi Arabia and OPEC itself remain on the books, 

but Nepal has received no new offers from the Arabian Peninsula, reflecting 
presumably the general retrenchment of aid offerings of those states. 

Nepal is fortunate to be in a position of having more than enough 

donors waiting to assist her, thus reducing the impact of this 

diminished interest. 


IMPLICATIONS FOR THE UNITED STATES 


Nothing has occurred to alter the fact that Nepal, with its small 
population, undeveloped economy and geographic remoteness, is 
manifestly not destined to become a major market for U.S. goods and 
services. Even where possibilities do exist, U.S. firms will face 
stiff competition not only from developed countries with experience 
in the region, such as Japan, but also from developing nations, e.g. 
Korea and more notably India, which possess the technology to meet 





many of Nepal's requirements and have a major competitive edge from 
the standpoint of labor costs and other factors. 


Despite these negative conditions, significant opportunities for 
American business are growing in certain specialized fields. Worthy 
of particular attention are the major development projects financed 
by the World Bank/IDA and by the Asian Development Bank. These 
projects are growing in number and value, and offer substantial 
opportunities for consultancy, contracting and equipment sales. 

Among such projects are the $45 million Hetauda Cement Plant (ADB), 
on which an American/Australian partnership is still very much in 

the running, with another U.S. firm having high hopes for a ropeway 
subcontract (just under $2 million). Other projects still out- 
standing include the $30 million Sansari Morang Irrigation project 
(IDA); $18 million Sagarmatha Integrated Rural Development scheme, 
including major irrigation works (ADB); $14.5 million third tele- 
communications project (IDA) to which will be added an earth satel- 
lite station with financing yet to be determined; the $12 million 
second state of the Narayani Zone Irrigation project (IDA); and the 
$10 million Tribhuvan Airport Terminal project (ADB). Further in 

the future, but clearly worthy of major attention is the $1.5 billion 
Karnali power project, with financing anticipated from an international 
consortium. In some cases--e.g. the irrigation and rural development 
projects--the scope may not be sufficiently complex to enable U.S. 
contractors to compete successfully, but they nevertheless offer 

the opportunity for equipment sales. Last year, for example, U.S. 
earthmoving equipment worth $5 million was sold in connection with 
the Kulekhani power project, on which US contractors had earlier 

lost out to a Korean firm. To take advantage of such sales oppor- 
tunities, the services of a good local agent would be most useful. 


Aside from a few hundred dollars of private capital invested in a 
tourist jungle-lodge complex, there is no U.S. investment in Nepal. 
This is due primarily to problems of geography, limited knowledge in 
the United States of conditions in Nepal, and the lack of obvious 
exploitable opportunities. Seeking to overcome these barriers and 
recognizing the country's need for foreign capital and management 
expertise, the Government offers a liberal foreign investment policy. 
Up to 100% foreign ownership is permitted under certain conditions, 
and a variety of tax concession and other incentives are offered. 
Working within this favorable climate, perhaps the most attractive 
opportunites for investment lie in the field of tourism development, 
primarily in opening up areas outside Kathmandu Valley, but also in 





refining the somewhat basic tourist facilities offered in the 
capital. Mineral surveys have identified a few deposits of 
possible commercial significance, including magnesite, lead/zinc 
and copper, but these acquire further definition. Various agro- 
business and forestry development possibilities may merit in- 
vestigation, with the Indian market being the prime target. 
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